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EXPOSURE DRAFT 
PROPOSED STATEMENT OF POSITION 
ON 
ACCOUNTING FOR TITLE 
INSURANCE COMPANIES 
A PROPOSED RECOMMENDATION TO THE FINANCIAL 
ACCOUNTING STANDARDS BOARD 
MAY 1, 1978 
Issued by the Insurance Companies Committee of the 
American Institute of Certified Public Accountants 
For Comment From Persons Interested in Accounting 
and Reporting for Title Insurance Companies 
Comments should be received by June 30, 1978 and addressed to: 
David V. Roscetti, File Ref. No. 3160 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036 
AICPA American Institute of Certified Public Accountants 1211 Avenue of the Americas, New York, New York 10036 (212) 675-6200 
May 1, 1978 
To Members of Council; Technical Committee Chairmen; 
State Society and Chapter Presidents, Directors, 
and Committee Chairmen; Organizations Concerned 
With Regulatory, Supervisory, or Other Public 
Disclosure of Financial Activities; and Persons 
Who Have Requested Copies: 
An exposure draft of a proposed statement of position entitled, 
"Accounting for Title Insurance Companies," accompanies this letter. 
This exposure draft has been prepared by the Insurance Companies Committee 
to obtain the comments of interested parties on significant issues 
related to accounting and reporting by title insurance companies. 
The Committee believes that the exposure draft will help focus attention 
on the specific issues considered and foster an interchange of ideas among 
all those interested in improving accounting and reporting for title 
insurance companies. 
Comments and suggestions on any aspect of the enclosed exposure draft 
are sought and will be appreciated. They should be addressed to 
David V. Roscetti, File Ref. No. 3160, at the AICPA and should be received 
by June 30, 1978. The Accounting Standards Executive Committee and the 
Insurance Companies Committee will be particularly interested in the 
reasoning underlying comments and suggestions. 
The Insurance Companies Committee will hold a public hearing in Los Angeles, 
California on July 17, 1978. Persons wishing to make presentations should 
submit written outlines of their presentations to Mr. Roscetti by 
June 30, 1978. The names of the individuals who will make the presentation, 
the organization they represent (if any), and the amount of time desired 
should be indicated in the outline. The time and place of the hearing 
will be determined at a later date and may be obtained by calling 
(312) 575-6368. 
Sincerely, 
John E. Hart 
Chairman 
Insurance Companies Committee 
PROPOSED STATEMENT OF POSITION ON 
ACCOUNTING FOR TITLE INSURANCE COMPANIES 
INTRODUCTION 
1. The AICPA Insurance Com-
panies Committee has reviewed 
existing accounting literature deal-
ing with variances between (a) 
generally accepted accounting prin-
ciples and (b) practices prescribed 
or permitted by insurance regula-
tory authorities as those practices 
relate to title insurance companies 
and has identified areas in which 
further clarification seems neces-
sary. The committee has also iden-
tified certain areas that are not 
covered in present accounting lit-
erature. 
2. In recent years, accountants, 
investors, and other users of finan-
cial statements have expressed con-
cern over the acceptability of ac-
counting alternatives for similar 
business transactions. The account-
ing standards division believes that 
it is not desirable to have accept-
able accounting alternatives in the 
title insurance industry. Therefore, 
this statement of position expresses 
the division's recommendations on 
accounting methods that should be 
used in the areas in which account-
ing alternatives exist. 
3. The division's recommenda-
tions, as set forth below, apply to 
financial statements of title in-
surance companies that arc in-
tended to present financial position, 
results of operations, and changes 
in financial position in conformity 
with generally accepted account-
ing principles. 
4. The interests of policyholders 
and the public in the financial in-
tegrity of the title insurance in-
dustry make it important that the 
solvency of title insurance com-
panies be demonstrated to regula-
tory authorities. Consideration of 
those interests, together with the 
uncertainties inherent in the future, 
has resulted in the conservative ac-
counting practices prescribed or 
permitted by insurance regulatory 
authorities (statutory accounting 
practices1). Solvency must be con-
tinuously demonstrated for a title 
insurance company to be permitted 
to offer its services to the public. 
Federal income taxation of title in-
surance companies is also based 
primarily on statutory accounting 
practices. The use of generally ac-
cepted accounting principles, as 
discussed below, should not be con-
strued as an indication that those 
accounting principles should also 
be used in reporting to regulatory 
or taxing authorities, 
PREMIUM REVENUE 
RECOGNITION 
Discussion 
5. The title insurance business 
primarily involves the issuance of 
title insurance policies to real estate 
owners, investors, purchasers, and 
mortgage lenders based on informa-
tion concerning the status of title to 
real property. Title insurance is a 
contract of indemnity against loss 
1
 Practices that have been prescribed by 
statute, regulation, or rule or have been 
permitted by specific approval or ac-
ceptance. 
or damage arising out of defects in, 
or liens on, the title to real prop-
erty. The policy typically insures 
the beneficiary against losses aris-
ing from defaults, liens, or encum-
brances that affect the insured title 
and that arc not excluded from the 
policy coverage. 
6. Title insurance premiums are 
generally collected at the time title 
insurance policies arc issued or 
within a reasonable period there-
after. Title insurance differs from 
other forms of traditional property 
and liability insurance in that the 
term of a policy for title insurance 
is indefinite and the insured is not 
entitled to a refund on the termina-
tion of the policy. Under statutory 
accounting practices, title insur-
ance companies are required to 
defer a portion of their premium 
revenue based on statutory formu-
las, which vary by state. This statu-
tory unearned premium reserve is 
either amortized on a formula 
method or maintained until a cer-
tain number of years have elapsed, 
at which time the premium is rec-
ognized as income. The unearned 
premium reserve represents a sig-
nificant liability in the statutory 
financial statements of a title in-
surance company. For statutory ac-
counting purposes, the unearned 
premium reserve results in conser-
vative recognition of income and 
is, therefore, considered to provide 
protection for policyholders. 
7. There is no term to title in-
surance policies and the related 
guarantees issued. In practice, the 
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same or a different title insurance 
company will reissue coverage on 
the same property when it changes 
ownership or when improvements 
are made to the property. Since 
less extensive title search efforts 
and procedures arc generally re-
quired for the reissuance of a title 
guarantee on real property than for 
the initial guarantee cm the prop-
erty, the established fee structure in 
terms of dollars per thousand dol-
lars of coverage is somewhat less 
for the reissued policies than for 
original issue policies, 
8. While title insurance pre-
miums are generally collected at the 
time the policy is issued, practices 
vary within the industry as to when 
the premiums are recognized as in-
come. Some companies recognize 
the premium at the time a binder 
is given, whereas others recognize 
the premium when the policy is 
issued or becomes effective. In prac-
tice, the binder and effective dates 
can vary from being almost simul-
taneous to being many months 
apart, depending on the type of 
business (for example, residential, 
commercial, or construction) and 
local title search procedures. Those 
who support the binder date as the 
point of income recognition believe 
that the title search has been per-
formed at that date, the related 
costs have been incurred, and title 
insurance is in effect. Those who 
support the effective date of the 
policy for income recognition be-
lieve that to be more conservative, 
since it is not possible to determine 
at the time a binder is issued 
whether a policy will ultimately be 
issued. 
9. Practices in the title insurance 
industry have varied with respect 
to revenue recognition and account-
ing for unearned premiums for 
purposes of reporting financial posi-
tion and results of operations in 
conformity with generally accepted 
accounting principles. Some title 
insurance companies include an 
unearned premium reserve in their 
general-purpose financial state-
ments using the statutory account-
ing concept of conservative income 
recognition as justification. How-
ever, FASB Statement No. 5, Ac-
counting for Contingencies, re-
stricts the use of a formula reserve 
to instances in which the reserve 
meets the requirements of the ac-
crual of a loss, that is, an asset has 
been impaired or a liability has 
been incurred at or before the fi-
nancial statement date. Title in-
surance companies usually do not 
charge losses against the unearned 
premium reserve; separate loss re-
serves are established for claims 
that have been reported. 
10. For purposes of reporting in 
conformity with generally accepted 
accounting principles, some title in-
surance companies defer a portion 
of their premium revenue in an 
amount equal to the statutory un-
earned premium reserve. Those 
who support that concept believe 
that the reserve represents an addi-
tional provision for future losses. 
11. For purposes of reporting in 
conformity with generally accepted 
accounting principles, most title in-
surance companies recognize the 
entire premium as revenue at the 
time the policy becomes effective. 
Those who support immediate rec-
ognition of the entire premium as 
revenue believe that a proper 
matching of revenue and costs re-
sults, since all costs associated with 
the policy have been incurred by 
the time the policy is issued, Im-
mediate recognition of all revenue 
is further justified by the fact that 
there is no cancellation provision 
or term to the policy that would 
require a refund of a portion of 
the premium. Those who support 
immediate recognition of the entire 
premium as revenue follow the 
theory that losses cm title insurance 
policies have occurred by the time 
the policies are issued, and there-
fore loss reserves should be pro-
vided concurrent with the premium 
recognition, based on estimates of 
losses that are expected to be re-
ported eventually. 
The Division's Conclusions 
12. In the title insurance indus-
try, the principal service provided 
is the title search and investigation 
activity that is performed before 
the policy becomes effective and is 
issued. When the policy becomes 
effective, it provides insurance cov-
erage for an indefinite period of 
time without provision for refund 
of premium. All costs associated 
with the policy, including losses 
that primarily result from deficien-
cies in the title search and investi-
gation activity, have been incurred 
by the time the policy becomes 
effective or the necessity to incur 
those costs (for example, loss ad-
justment expenses) has been in-
curred by that time. Therefore, 
premiums should be recognized as 
being earned on the effective date 
of the policy. 
LOSSES 
Discussion 
13. Under existing statutory ac-
counting practices, a provision is 
included in the financial statements 
for losses that have been reported 
to the company. However, there is 
no specific recognition (in the form 
of loss reserves) in the financial 
statements for losses incurred but 
not reported. Statutory accounting 
practices, however, mandate that 
title premiums received be deferred 
and taken into income over a num-
ber of years (the period depends 
on the state in which the policy is 
written). That practice may be 
viewed as creating a reserve that 
is essentially available for losses 
inasmuch as there are no contrac-
tual provisions of the title policy 
that require the return of any por-
tion of the premiums to the insured. 
14. Events giving rise to a loss 
in the title insurance industry for 
the most part occur before the pol-
icy is issued, which contrasts with 
the typical property and liability 
claim situation in which the loss is 
incurred after the policy is issued, 
The exceptions to the general rule 
concerning prior occurrence may 
arise in certain special types of 
title coverage, such as "mechanics 
liens guarantees" in construction 
projects, in which the events giving 
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rise to losses occur after the policies 
are issued. 
15. Industry practice in account-
ing for title insurance company 
losses under generally accepted ac-
counting principles varies some-
what, although most companies es-
tablish liabilities for all losses on 
existing policies, including esti-
mates for losses incurred but not 
reported. The estimates of losses 
are intended to provide for the ulti-
mate settlement costs to the com-
pany and are generally based on 
that company's historical experi-
ence, recent developments, and 
trends. 
16. Title insurance companies 
may, in some instances, obtain the 
insured's mortgage, deed of trust, 
or fee interest in the insured's real 
property in connection with the 
settlement of the insured's claim. 
The title insurance company's abil-
ity to realize a recovery from those 
real property interests varies sub-
stantially as a result of differing 
circumstances regarding the value 
of the property and the status of 
the ownership interest acquired. In 
a relatively few instances, the title 
insurance company may recover all 
of its claim settlement payment 
from its interest in the real prop-
erty and may even realize a gain 
from the interest; however, in most 
instances, amounts realized from 
such recoveries will not approxi-
mate the claim settlement amounts 
paid to the insureds. 
The Division's Conclusions 
17. Under generally accepted 
accounting principles, losses should 
be recognized in the financial state-
ments on the effective date of the 
policy. At that time, provision 
should be made for all estimated 
losses incurred as a result of the 
issuance of the policy. The liability 
for unpaid losses, including losses 
incurred but not reported, should 
be based on the best estimate of 
the ultimate cost of settlement us-
ing past experience adjusted for 
current trends and any other fac-
tors that would modify past ex-
perience. The provision for losses 
should be reviewed periodically, 
and differences between estimates 
and ultimate payments should be 
reflected in income of the period 
in which the estimates are changed 
or the claim is settled. A recovery, 
such as an ownership interest in 
real property acquired or to be 
acquired by the title insurance com-
pany as a result of a claim settle-
ment, should be evaluated in terms 
of its estimated realizable value 
and recorded as an asset. There-
fore, the liability for unpaid losses 
should not be reduced by estimated 
recoveries, 
LOSS ADJUSTMENT EXPENSES 
Discussion 
18. In the course of settling title 
insurance claims, a title insurance 
company frequently incurs expenses 
for outside services (primarily le-
gal) as well as direct and indirect 
internal settlement expenses. Prac-
tice varies within the industry with 
respect to the timing and extent of 
setting up provisions for those ex-
penses. In some instances, provi-
sion is made for both the external 
and internal settlement expenses; 
in other instances, settlement ex-
penses are treated as period costs 
with no liability established for 
either the external or internal set-
tlement expenses that will be in-
curred in subsequent periods in 
connection with policies issued in 
the current or prior periods. 
The Division's Conclusions 
19, Certain loss adjustment ex-
penses, such as legal and adjusters' 
fees, can be associated directly with 
specific losses paid or in the process 
of settlement; other expenses, such 
as the internal expenses of the 
claim function, cannot be associated 
with specific losses but are related 
to losses paid or in the process of 
settlement. All such expenses that 
are expected to be incurred in con-
nection with unpaid losses should 
be accrued, regardless of whether 
they are specifically attributable to 
a specific loss. 
TITLE PLANT 
Discussion 
20, The business of issuing poli-
cies that insure the condition of 
title to real property requires as its 
basis the gathering of all public 
records relating to such property 
that, by law, impart constructive 
notice of their contents. Generally, 
public records are not indexed or 
filed according to particular parcels 
of property. That makes searching 
the records for those that pertain 
to a particular parcel of property 
a costly, complex, and inefficient 
process. In view of the time re-
quired and costs incurred by title 
insurance companies to examine 
pertinent public records and ab-
stract (summarize) their contents, 
the construction or purchase of an 
integrated and properly indexed 
collection of title records covering 
all parcels of real estate within a 
county has become a practical 
necessity for title insurance com-
panies before they start business in 
a particular county. 
21. A title plant consists of in-
dexed and catalogued information 
for a period of time concerning (a) 
the ownership of, and encum-
brances on, real estate, (b) infor-
mation relating to persons having 
an interest in real property, (c) 
maps, plats, and so forth, (d) cop-
ies of prior policies and reports, 
and (e) other documents and rec-
ords. The number of years covered 
by a title plant varies, depending 
on regulatory requirements, state 
association requirements, and man-
agement decisions concerning the 
minimum information period need-
ed to enable the owner of the title 
plant to issue title insurance poli-
cies efficiently. A title plant is gen-
erally located at the office that 
serves a particular county, thus 
enabling title company personnel 
to examine title matters relating 
to a specific parcel of real property 
in that county on a timely basis. 
Title plants are maintained current 
on a daily or other frequent basis 
by the addition of copies of docu-
ments on the status of title to spe-
cific parcels of real property. Title 
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plant information may be main-
tained on paper, microfilm, or mag-
netic tapes and may be stored in 
racks, folders, cabinets, or com-
puters. 
22. A title plant or an ownership 
interest in a title plant is obtained, 
before the start of business, either 
by construction or by purchase, 
Construction of a title plant con-
sists of abstracting, indexing, and 
storing in an orderly manner all 
transactions affecting real estate in 
a particular county and for a speci-
fied period of time. The process is 
generally known as building "back 
plant." A title plant may be pur-
chased directly or indirectly, A di-
rect purchase consists of acquiring 
an entire plant, a partial interest in 
a plant, or a right to copy an exist-
ing plant. An indirect purchase 
occurs in a business combination 
if one of the assets of the acquired 
company is a title plant. 
23. Industry practice generally 
has been to carry title plants at 
historical cost, which includes the 
cost to construct or to purchase an 
interest in a title plant, or at the 
appraised value of subsidiaries' 
title plants at the date of acquisi-
tion for the acquisition of the com-
panies accounted for as purchases. 
Thereafter, the costs of daily main-
tenance (updating) of the title 
plants are charged to expense as 
incurred. Because the title insur-
ance industry believes that a prop-
erly maintained title plant has an 
indefinite life and does not dimin-
ish in value with the passage of 
time, there generally has been no 
amortization of title plants by the 
industry, 
24. Nature of Title Plant. Some 
believe that title plant is a tangible 
asset because it (a) is physically 
maintained, (b) can be separated 
from the business, (c) has physical 
qualities that makes its existence 
perceptible, (d) is subject to phy-
sical destruction, (e) has an im-
mediate use that can provide fu-
ture benefits to its owners without 
any further action on the owner's 
part, (f) can be bought and sold 
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separately from the business, and 
(g) is physically used in the nor-
mal course of day-to-day opera-
tions. 
25. Others believe that title 
plant is an intangible asset be-
cause it comprises information ar-
ranged in a manner to facilitate 
the search, examination, closing, 
and insuring of land titles. Those 
who support this view believe that 
title plant information is separate 
from the computer tapes, micro-
film, paper, files, and other storage 
media and should be accounted for 
in the same manner as credit files, 
subscription lists, and engineering 
drawings. 
26. Life of Title Plant. Some 
believe that title plant information 
has such continuing importance 
and potential utility to title insur-
ance companies that the carrying 
amounts assigned to title plants 
should not be charged ratably to 
periodic results of operations. 
Those who support this view be-
lieve that title plant (a) is not 
consumed by use, (b ) will not need 
to be replaced in the ordinary 
course of a title insurance busi-
ness, and (c) has an indefinite life 
as long as the information on all 
real estate parcels in the title plant 
is maintained on a current basis. 
Furthermore, those who support 
this view believe that making esti-
mates of the useful lives of title 
plants would be so complex that 
the accounting effects of those es-
timates would be virtually mean-
ingless. 
27. Others believe that the prac-
tical utility of title plants is limited 
and that their lives are not perpet-
ual but indefinite. Those who hold 
this view observe that the principal 
source of revenue for title in-
surance companies is premiums 
charged for indemnification against 
unreported defects in title in con-
nection with the purchase or sale 
of real property. As a practical 
matter, moreover, title insurance 
companies generally search back 
in their records no farther than the 
most recently issued title report on 
file in order to provide indemnifi-
cation. Those who hold this view 
believe that the useful lives of title 
plants must be set arbitrarily within 
some range of time for accounting 
purposes and that the carrying 
amounts of title plants should be 
charged ratably, on the basis of 
reasonable, good faith estimates, to 
periodic results of operations. 
Many who hold this view also be-
lieve that there is substantial prece-
dent in existing accounting litera-
ture to limit the amortization 
period to forty years. 
28. Maintenance of Title Plant. 
Under present accounting prac-
tices, the costs of maintaining title 
plants are expensed when incurred. 
Maintenance involves recurring 
costs of updating a title plant on 
a daily or other frequent basis. 
The title plant is updated by add-
ing copies of official documents, 
by adding updated reports on the 
status of title to specific parcels of 
real property, and by adding rec-
ords relating to security or other 
ownership interests in that property 
to the title plant. 
29. Some believe that mainten-
ance costs sustain the value and 
utility of the title plant but do not 
add to the asset or result in a new 
asset, Those who support this view 
believe that expensing maintenance 
costs as incurred is consistent with 
the industry's general practice of 
not deferring a portion of the pre-
mium and thus provides an appro-
priate means of matching revenue 
and expenses. Others believe that 
maintenance costs add to the value 
of a title plant and this added value 
should be capitalized. Those who 
support this view believe that an 
arbitrary percentage of the oper-
ating expenses of a title insurance 
company (for example, 5 percent) 
should be capitalized as title plant. 
30. Sale of Title Plant, A title 
insurance company may sell a title 
plant and convey all rights to the 
use of the title plant to the buyer. 
Also, a title insurance company 
may sell the rights to use all or a 
portion of a given title plant or sell 
the right to copy a particular title 
plant. Practice varies with respect 
to accounting for those types of 
transactions. Some companies re-
cord the sales proceeds as revenue 
and do not charge a portion of the 
cost of the title plant to expense; 
that practice is prevalent in a sale 
of a right to use all or a portion of 
a title plant or a right to copy a 
title plant. Other companies re-
cord the proceeds of sale as rev-
enue and charge to operating ex-
penses a portion of the cost of the 
title plant. In addition, some com-
panies offset a portion of the cost of 
the title plant against the sales pro-
ceeds and present the resulting 
gain or loss as a separate item in 
the statement of income, 
The Division's Conclusions 
31, The division believes that 
the question of whether title plants 
are tangible or intangible assets is 
irrelevant in determining the ap-
propriate accounting for title plants, 
The division believes that title 
plants should be accounted for as 
assets with limited but generally 
indeterminate lives, and that the 
costs of title plants should be allo-
cated to periodic results of opera-
tions. Costs of constructing a title 
plant should be capitalized until 
the title plant can be used to issue 
title insurance policies. Thereafter, 
the cost of maintaining the title 
plant should be charged to expense 
when incurred. 
32. Title plants are purchased 
either separately, as part of a group 
of assets, or as part of an acquired 
company. Purchased title plants 
should be recorded at cost at the 
date of acquisition. For a title 
plant acquired separately, cost 
should be measured by the amount 
of cash disbursed, the fair value of 
other assets distributed, the present 
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value of amounts to be paid for 
liabilities incurred, or the fair value 
of consideration received for stock 
issued. For a title plant purchased 
as part of a group of assets or as 
part of an acquired company ac-
counted for as a purchase, cost 
should be measured by an assigned 
part of the total cost of the group 
of assets or entity purchased, nor-
mally based on the fair value of the 
title plant. The costs to maintain 
purchased title plants should be 
charged to expense as incurred. 
33. Ordinarily, the useful life of 
a title plant is indeterminate and 
its cost should be amortized over a 
period not to exceed forty years, 
using the straight-line method of 
amortization. However, factors may 
indicate that the useful life of a 
particular title plant is less than 
forty years. Those factors may in-
clude— 
a. Legal requirements or statu-
tory practices which may limit 
the useful life. 
b. Effects of obsolescence, de-
mand, competition, and other 
economic factors which may 
reduce the useful life, 
c. Actions of competitors and 
others which may restrict 
present competitive advan-
tages, 
d. Failure to update (maintain) 
the title plant properly on a 
current basis which may im-
pair its useful life. 
The financial statements should 
disclose the period and method of 
amortization. The cost of title plants 
should not be reduced by amounts 
representing estimated salvage 
values in arriving at amortizable 
amounts. If the recoverability of 
the carrying amount of a title plant 
is impaired, the non-recoverable 
portion of the unamortized cost of 
the title plant should be charged to 
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expense. If evidence indicates that 
the useful life of a title plant has 
been reduced, its unamortized cost 
should be amortized over the re-
vised remaining useful life. If a 
title plant is abandoned, the entire 
remaining unamortized cost of the 
title plant should be charged to 
expense at the time of abandon-
ment, 
34, If a title insurance company 
sells the right to use part or all of a 
title plant or the right to copy part 
or all of a title plant, the amount 
received as consideration for the 
sale should be presented in the in-
come statement as a separate com-
ponent of revenue. The recover-
ability of the unamortized cost of 
the title plant may be impaired by 
such a sale, for example, when the 
seller relinquishes the right to use 
part of the original title plant, in 
which case the amount received, 
net of an allocated portion of the 
unamortized cost of the original 
title plant, should be presented as 
a separate component of revenue. 
If a title insurance company sells 
a title plant, which necessarily in-
volves the relinquishment on the 
part of the company of all rights to 
use the title plant, the proceeds 
from the sale, net of all the unamor-
tized cost of the related title plant, 
should be presented as a separate 
component of revenue. 
TRANSITION 
35. The recommendations in 
this statement of position should be 
applied prospectively to financial 
statements of title insurance com-
panies issued for periods beginning 
after December 31,1978, For those 
title plants not previously amor-
tized, regardless of when they were 
constructed or acquired, the desig-
nated useful life and amortization 
should begin on January 1, 1979. 
